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INTRODUCTION

1.1

PURPOSE OF THIS GUIDANCE AND RELEVANT LEGISLATION

The purpose of this Guidance is to assist any person who wishes to apply for a

Petroleum Licence (as defined in Section 2.1 below) in Northern Ireland by

setting out how to complete, support and submit an application and by

directing Applicants to other relevant information with which to familiarise

themselves prior to submitting an application.

DETI's website contains other useful information, including general

information about the licensing system and the availability of technical data

1. Any person who wants to explore for, drill for or extract oil or gas in
Northern Ireland must hold a Petroleum Licence granted under the Petroleum
(Production) Act (Northern Ireland) 1964 by the Department of Enterprise,

Trade and Investment (“DETI”).

2. DETI is responsible for granting Petroleum Licences for all areas of

Northern Ireland including the internal waters adjacent to Northern Ireland

(although these internal waters have not yet been made available for licence
applications). The Department of Energy and Climate Change is responsible

for granting licences in the offshore waters adjacent to Northern Ireland.

3. A Petroleum Licence does not grant carte blanche to carry out all
petroleum-related activities from then on. Some activities, such as drilling, are
subject to further individual controls by DETI, and a licensee remains subject
to controls by other bodies such as the Health and Safety Executive Northern
Ireland, the Planning Service and the Northern Ireland Environment Agency.
Furthermore, the grant of a Petroleum Licence in no way waives the
requirement for the licensee to get any necessary permission from
landowners, planning authorities, etc. It is the licensee’s responsibility to be
aware of, and comply with, all regulatory controls and legal requirements. DETI
cannot offer advice on regulation outside its remit, nor on legal issues.

6
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4. The application and licensing process is underpinned by regulations which,
among other things, set out the arrangements for making and determining
applications, permissible terms and conditions for granting a Petroleum
Licence and the model clauses which may be incorporated in a Petroleum
Licence. They also specify the current criteria for determining applications for

Petroleum Licences. These regulations are:

o the Petroleum Production Regulations (Northern Ireland) 1987 (as

amended by the Petroleum Production (Amendment) Regulations
(Northern Ireland) 2010; and

e the Hydrocarbons Licensing Directive Regulations (Northern Ireland)
2010.

5. The Hydrocarbons Licensing Directive Regulations (Northern Ireland) 2010
(the "Regulations") implement EC Directive 94/22/EC of 30 May 1994 on the

conditions for granting and using authorisations for the prospection,
exploration and production of hydrocarbons (the "Directive"). The emphasis of
the Directive is on creating non-discriminatory and transparent access to
hydrocarbon resources within member states with the objective of

encouraging competition and developing the internal energy market.

6. In order to implement the Directive, it is necessary to include a transitional
process for making and determining applications for Petroleum Licences in
Northern Ireland. This process deals with the treatment of acreage licensed
under the previous Northern Ireland licensing regime. The process seeks to
ensure that there is no discrimination in the consideration, determination and
grant of Petroleum Licences between Applicants who were former licensees of

the acreage and those who were not (the "Transitional Process").

7. The Transitional Process is contained in regulations 13 and 14 of the

Regulations. It only applies where (i) there are competing applications for
acreage which overlaps in whole or in part with acreage licensed under the
previous regime in Northern Ireland; and (ii) one of the applicants is the
former licensee of the acreage. DETI expects that in reality the Transitional

Process will only apply to the first round of licence applications after the
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1.2

Regulations and the Petroleum Production (Amendment) Regulations
(Northern Ireland) 2010 come into operation. In all other cases, the normal

arrangements as set out in this Guidance will apply.
8. Applicants should also note:

e the provisions of the Utilities Contract Regulations 1996 (S.I.
1996/2911), which require that Applicants observe the principles of

non-discrimination and competitive procurement in awarding certain

contracts; and

e the requirement for licensees to supply to the Geological Survey of

Northern Ireland ("GSNI") copies of exploration (and production) data

and associated information acquired by the licensee. Confidentiality

provisions will apply to this material but it is DETI’s policy to eventually
make as much of this information as possible available to assist the
future exploration and development of Northern Ireland’s oil and gas
resources. GSNI holds a substantial archive of data from previous
Petroleum Licences and the released data is available from GSNI. DETI
encourages the early release of information and advises licensees to

contact GSNI about their requirements for data.
O. If you have any further queries, or need clarification of anything in this

Guidance, there is a list of Contacts in Section 6.

NOTIFICATION OF AVAILABILITY OF AREAS FOR LICENSING AND
WHEN TO SUBMIT APPLICATIONS

Area available

10. On 29 June 2010, DETI published a Notice (2010/C169/4) in the Official

Journal of the European Union (the “Official Journal”) to announce that all of
onshore Northern Ireland excluding the internal waters is available for
Petroleum Licence applications and requesting initial applications by 27
August 2010.

11. If DETI wishes to change the areas of Northern Ireland which are
8
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available, it will give prior notice of such change in a further Notice in the
Official Journal. The relevant maps on the DETI website showing the available
acreage will be updated as Petroleum Licences are granted or expire or as

acreage is surrendered.

12. If DETI considers that (and to the extent that) geological or production
considerations justify granting a Petroleum Licence to a licence holder of a
contiguous area, DETI need not publish a Notice in the Official Journal. If
there is more than one contiguous area licensed, DETI will ensure that all

relevant licence holders are able to submit applications.

13. A further Notice in the Official Journal will be published if the internal
waters become available for Petroleum Licence applications. The procedures
outlined in this Guidance will apply if this acreage is made available. Specific
timings for submission of applications, including a 60 day deadline for

submission of initial applications, will be specified in the relevant Notice.

14. Please note that even if DETI publishes a Notice in the Official Journal, it is
not obliged to grant a Petroleum Licence if it does not consider it appropriate

provided that this does not discriminate between Applicants.

When to submit applications

15. For applications submitted in response to the Notice in the Official Journal
of the European Union dated 29 June 2010 on or before 27 August 2010

e The Notice invites applications to be submitted on or before 27 August
2010. All applications will be treated as having been made on 27

August 2010 and will be considered and determined together.

9
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1.3

16. For applications submitted on or after 30 August 2010

e Applications submitted on or after 30 August 2010 will be considered
and determined on a ‘first come, first served’ basis for any unlicensed

acreage of onshore Northern Ireland.

17. For applications submitted in response to any subsequent Notice in the

Official Journal of the European Union

e Deadlines for submission of applications will be stipulated in the

relevant Notice.

INTRODUCTION TO THIS GUIDANCE

This guidance is designed to assist Applicants in completing and submitting

their application following publication of a Notice in the Official Journal of the

European Union.

This Section summarises the remainder of this Guidance.

18. Section 2 (General information for Applicants) outlines the type of
Petroleum Licence which can be applied for and the type of applicant which
DETI will consider. It also introduces the fiscal regime in Northern Ireland and
outlines DETIl's commitments to transparency throughout the application

process.

19. Section 3 (Content of application) details the documentation, information
and fee which have to be submitted to make an application for a Petroleum
Licence. It provides Applicants with information on what is required to be

submitted with each element of the application.

20. Section 4 (How and when to submit the application) provides Applicants
with details of the practical aspects of submitting an application, such as

format of documentation and paying of the application fee.

10
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21. Section 5 (Assessment of applications) provides information on how DETI
will reach a decision following submission of an application. It includes
sections on the assessment of an Applicant's financial and technical
competencies. This section also covers the process which will be followed

when there is more than one application for an area.
22. Section 6 (Contacts) provides Applicants with relevant contact details.
23. Annexe 1 contains a glossary of technical terms used throughout this

Guidance.

24. Annexe 2 provides information on the Marks Scheme which will be used

to assess applications.

11

Department of Enterprise, Trade and Investment
Petroleum Licensing in Northern Ireland - Guidance for Applicants



GENERAL INFORMATION FOR APPLICANTS

2.1 LICENCE TERMS AND CONDITIONS

1. Petroleum Licences cover exploration, appraisal, development and

production.
2. In Northern Ireland, a Petroleum Licence has the following periods:

e a five-year Initial Term, during which an agreed Work Programme of

exploration must be carried out (to prevent expiry);

e a five-year Second Term, during which a Field Development

Programme must be approved (to prevent expiry); and
e a 20-year Third Term, called the production period.

3. DETI is required to ensure that the above periods are sufficient to allow
the activities for each period to be completed, but do not extend beyond
such time as DETI determines to be necessary to properly perform the

activities for the appropriate period.

4. In this Guidance, an application for a licence with a Firm commitment to

drill a well (“Firm Well Commitment”) is referred to as an application for a

Standard Petroleum Licence.

5. The standard arrangements for model clauses which may be incorporated
in a Petroleum Licence are set out in Schedule 2 to the Petroleum
Production Regulations (Northern Ireland) 1987, as amended by the
Petroleum Production (Amendment) Regulations (Northern Ireland) 2010.

However, DETI can offer Petroleum Licences on modified terms.

6. DETI recognises that, as Northern Ireland is relatively under-explored,
there is potential for small and start-up companies to be granted a
Petroleum Licence before attracting the necessary operating and financial
capacity to fully explore and exploit the licence area. In such a case, the

12
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7. Applicant can apply for a Petroleum Licence with a ‘Drill-or-Drop’
Commitment. This licence will contain a ‘Break Point’, normally at the end of
the third year. The Work Programme associated with the licence will consist of
two parts: Part | relating to the proposed work up to the Break Point; and Part
II relating to the proposed work for the remainder of the Initial Term. If the
licence has not terminated by the Break Point, Part Il of the Work Programme
will include drilling a well. Such a licence will require the financial and
technical capacity in respect of Part | to be in place at the time of application.
In respect of Part Il, a Firm Well Commitment (or agreed equally substantive
activity) must have been made and the associated financial and technical
capacity must be in place before the Break Point. In the absence of such
commitment and financial and technical capacity, the licence will terminate.
In this Guidance, an application for a licence without a Firm Well Commitment
is referred to as an application for a Petroleum Licence with a Drill-or-Drop

Commitment.

7. In this Guidance, where we refer to "Petroleum Licence", we mean a
Standard Petroleum Licence or a Petroleum Licence with a Drill-or-Drop

Commitment.

THE APPLICANT

Only Applicants with the necessary financial and technical capacity, and
appropriate environmental awareness, will be considered for the granting of
Petroleum Licences. Each application must therefore be supported by

evidence that the Applicant meets the minimum criteria.

DETI recognises that Northern Ireland is still relatively under-explored and

encourages the involvement of both well-established exploration companies

and new entrants.

8. An application may be made by a single company or by a group of
companies. In this Guidance, references to 'the Applicant’ cover these

situations unless clearly stated otherwise.

9. To be granted a Petroleum Licence, an Applicant must be registered in the

United Kingdom, either as a company or as a branch of a foreign company.
13

Department of Enterprise, Trade and Investment
Petroleum Licensing in Northern Ireland - Guidance for Applicants



2.3

10.The application must include the Registered Name, Address and Number

of each company that is to have a stake in the Petroleum Licence.

11. DETI strongly recommends that Applicants should be clear about exactly
which companies they want to hold the Petroleum Licence, and ensure
that those are the companies that apply in the first place. DETI cannot
promise to act on late requests to grant a Petroleum Licence to an affiliate
company instead, and will not consider any request to grant a Petroleum
Licence to an Applicant unrelated to the company or companies that made

the application.

12. Where a Petroleum Licence is held by a group of companies acting as a

single Applicant, each company bears full joint and several liability to DETI.

13. DETI will not approve joint operating agreements if they include pre-

emption provisions.

FISCAL ARRANGEMENTS IN NORTHERN IRELAND

The current fiscal regime for oil and gas onshore Northern Ireland consists of

three elements outlined below:

14. Ring Fence Corporation Tax is the standard corporation tax applicable to
all companies (subject to some important modifications, for example,
relating to capital allowances) with the addition of a "ring fence". The ring
fence prevents taxable profits from oil and gas extraction in the United
Kingdom being reduced by losses from other activities or by excessive

interest payments.

15. Supplementary Charge is an additional charge set at20% on an

Applicant’s ring fence profits excluding finance costs.

16. Royalties are levied at 7¥2% of the gross value of oil and gas won in a
particular licence area, less an allowance for the costs associated with the
conveying, treating and initial storage of the oil and gas between the well

head and the point of valuation. It is payable to DETI, but may be claimed
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17.by former owners of the mineral rights by way of compensation for the
vesting of these rights in DETI under the Petroleum (Production) Act
(Northern Ireland) 1964.

18.Applicants may also wish to visit the HM Revenue & Customs website

which sets out “The Taxation of the UK Qil Industry: An Overview: The

Current Fiscal Regime for Oil and Gas.”

17.There are currently no annual Petroleum Licence rental fees which apply in

Northern Ireland.

TRANSPARENCY

Applicants may need to include commercially sensitive information in their

applications, such as financial forecasts and proprietary data. DETI will handle
such information in accordance with the Freedom of Information Act 2000,
the Data Protection Act 1998 and other relevant law, which take full

cognisance of issues of transparency and confidentiality.

Petroleum Licence holders are also required to submit reports and data to
DETI under the terms of their Petroleum Licence. DETI may publish this

information subject to certain conditions.

18. DETI treats applications as confidential until its decision can be
announced and the successful Applicant has been informed. After that, DETI
will publish the successful Applicants’ names and marks and, when a
Petroleum Licence has been executed, the Petroleum Licence document itself
will be published. DETI will also notify the losing Applicants of their marks for
each area and, where requested by the Applicant, written reasons for the
refusal of their application. After five years, DETI will also make publicly
available the technical components of each application, subject to any

representations made by the Applicant.
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19. Reports and data submitted to DETI under the terms of a licence are
subject to confidentiality for specified periods following which they may be

published.

20. To maximise the availability of useful information about the petroleum
geology of Northern Ireland, DETI will require the submission of a short report
when a Petroleum Licence terminates, summarising the work done,
prospectivity identified and associated reserve estimates for the area which

was licensed. DETI may publish this report.

21. Data Protection Act 1998: Contact details, including individuals' names
and email addresses, will be held and used by DETI in communications
relating to the application and to any Petroleum Licence granted as a result of
it. In the case of successful applications, this information will be made publicly
available by DETI. For example, DETI will publish licensees’ contact details on
its website, and will supply them to companies or individuals wishing to
contact the licensee. Anyone who wishes to object to any of these uses should
make their objections, and the grounds for them, clear when submitting their

application.
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CONTENT OF APPLICATION

3.1

REQUIRED DOCUMENTATION

1. All applications for Petroleum Licences must contain the following forms

and documentation, and be accompanied by the appropriate fee. An original

signed Application Form and original signed Financial Capacity Form

(Appendix A) must be submitted on paper. In addition, one paper copy and

one CD-ROM copy of all forms and documentation must be included. The full

contents of an application are:

original signed Application Form;

map showing the area applied for on a scale of 1:50,000;

audited accounts and any additional information as detailed in this
Guidance (see, for example, Section 3.6), to enable a Financial Viability

Assessment to be conducted;

original signed Financial Capacity Form(s) (Appendix A), to enable a

Financial Capacity Assessment to be conducted, together with one

copy of the supporting financial information about each company;

Technical Information Form (Appendix B) in colour including a copy of

the proposed Work Programme;

Environmental Awareness Statement (Appendix C);

additional supporting information which DETI requires as detailed in
this Guidance (for example, interim balance sheets, corporate

structure, etc); and

a payment covering the application fee.
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3.2

3.3

2. Approved forms are only available for the Application Form, Appendix A
(Finance) Parts Al to A6, Appendix B Parts B1, B2 and B5 and Appendix C.
Where approved forms have been published by DETI, these forms must be
used. Submission of the required information using any other form will lead to

refusal of an application.

3. If any of the information provided in relation to, or matters stated in, the
application changes prior to the Applicant receiving notice of the
determination of an application by DETI, the Applicant must provide DETI with

written notice. This notice must include details of the changes.

4, Applicants for Petroleum Licences with a Drill-or-Drop Commitment need
only demonstrate financial and technical capacity in respect of Part | of their
Work Programme. However, such Applicants demonstrating financial and
technical capacity in respect of both Parts 1 & 11 of the work programme at
the time of application may be awarded higher marks under the Plans and

timing section of the Marks Scheme.

APPLICATION FORM

5. All applications must be made on the approved Application Form which

must have all sections completed and be accompanied by all supporting
information. An application which is not on the approved form, comprises an
incomplete or unsigned form, or is not accompanied by all the required

supporting information will be refused.

APPLICATION FEE

6. The application fee is prescribed by regulation 5 of the Petroleum

Production Regulations (Northern Ireland) 1987, as amended from time to

time, and must accompany each application for a Petroleum Licence. At the

date of this Guidance, the application fee is GBP 1,000.
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3.4

3.5

APPLICATION AREA

Applicants can apply for any available acreage, but DETI is not obliged to grant

Petroleum Licences for all acreage applied for.

Where DETI grants a Petroleum Licence, it is not bound to grant a Petroleum
Licence for the full acreage applied for. In particular, DETI will seek to ensure
a close correlation between the Work Programme submitted and the area
granted.

7. In Northern Ireland, DETI will decide which areas to offer after considering a
number of factors, for example, the proposed exercise of activities in the area
applied for, restrictions imposed by other government departments, or
demand from industry. The Notice published in the Official Journal on 29 June
2010 made all of onshore Northern Ireland excluding the internal waters

available for Petroleum Licence applications.

8. There is no upper limit to the amount of acreage which can be contained in
an application, but there may be limits to the amount of acreage that DETI will
grant to a single Applicant. DETI will ensure that the extent of each area
licensed does not exceed the area justified to ensure the best possible
exercise of the activities authorised by the Petroleum Licence from a technical
and economic point of view. Applicants are advised to ensure that their
proposed Work Programme demonstrates that they will explore fully the area
identified in their application otherwise DETI may grant a Petroleum Licence

for less than the total area applied for.

9. Applications should be made for a single contiguous area. Separate
applications are required for more than one area. DETI may not be prepared

to license a very small or irregular area.
MAP

10. All applications must be accompanied by a copy of an Ordnance Survey
map on a scale of 1:50,000, or such other map as DETI may allow. The
boundaries of the area applied for should follow Irish National Grid (ING) 1

kilometre squares where possible.

11. Applicants should also provide a list of the corner or turning points of the

outline of the area applied for in ING co-ordinates.

19
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3.6 FINANCIAL VIABILITY
DETI must be confident that any Applicant that is granted a Petroleum Licence
is likely to continue in sound financial health for the foreseeable future. Each

Applicant must therefore demonstrate its basic financial viability.

DETI must apply financial checks to individual companies (‘Licence Partners’)

within an Applicant group so each company must provide its own audited

accounts.

12. Each company (whether an Applicant in its own right or as one party in a
multi-party Applicant) must submit two copies of its most recent audited
annual accounts, together with any Interim Statements subsequently
published, with its application. They must include the Notes thereto, the
Chairman's Statement, the Report of the Directors and Auditors’ Report.

Accounts must be in English, or accompanied by a translation into English.

13. Each company must also submit two copies of the group (consolidated)
accounts or financial statements of any body corporate that ultimately

controls? it.

14. If the latest accounts of any company or its ultimate parent relate to a
period ending more than 12 months before the application date, two copies of
full management accounts (comprising profit and loss account, balance sheet
and cash flow) for the 12 months prior to the date of application, or if these
are not available showing the 12 month period to the latest date in respect of
which management accounts are available, should also be submitted. For the
ultimate parent company these management accounts should be on a group

(consolidated) basis.

! As defined in regulation 3(4) of the Petroleum Production Regulations (Northern Ireland) 1987 as
substituted by regulation 2(4) of the Petroleum Production (Amendment) Regulations (Northern Ireland)
2010.
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3.7

FINANCIAL CAPABILITY

DETI must be satisfied that an Applicant has the financial capacity to meet its

commitments under a Petroleum Licence. In the case of Petroleum Licences

with a Drill-or-Drop Commitment, Applicants need only demonstrate financial

capacity in respect of Part 1 of the Work Programme.

15. The Financial Capacity Form (Appendix A) gives financial information
about the Applicant. Where an Applicant is a group of companies, each
constituent company (‘Licence Partner’) must complete a separate form,
including all appendices, and provide the relevant supporting information with

regard to its own affairs.

16. Appendix A has six parts and all parts must be completed by each

company in accordance with this Guidance.

e Part A1 will show company and contact details.

e Part A2 (the Financial Capacity Questionnaire) will show the overall

figures on which DETI will base its assessment.

e Part A2 will be supported by Parts A3 to A5 (Existing Capital
Commitments and Planned Expenditure Profiles), each of which will
carry an itemised breakdown of some of the aggregate figures on Part
A2.

e Part A6 is a declaration to be signed by a duly authorised officer of the
company. Applicants must complete all of Parts Al to A6, providing a

nil return for individual Parts as appropriate.

17. Where an Applicant is comprised of more than one company, DETI
recognises that even though each Licence Partner is jointly and severally
liable to DETI for liabilities incurred pursuant to the Petroleum Licence, the
Partners will normally apportion the liabilities between them, for example,

through an unincorporated joint venture or other arrangements.

18. In this case, to enable DETI to carry out its financial assessment of the
Applicant (both in terms of viability and capacity) and each constituent
21
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company which forms the Applicant, the Applicant must submit the

unincorporated joint venture agreement or other agreement and other

documents or evidence to confirm how liabilities and obligations under the

Petroleum Licence are apportioned between the Licence Partners. This must

be submitted with each company's completed Appendix A.

TECHNICAL CRITERIA
DETI needs to be satisfied that an Applicant has (i) the ability to carry out its

obligations under a Petroleum Licence (including the Work Programme); and

(ii) has the resources to do so. DETI also needs to be satisfied as to the

Applicant’s understanding of the acreage (including work done), its evaluation

of prospectivity and its proposed Work Programme.

19. All Applicants must complete a Technical Information Form (Appendix B).

Appendix B comes in five sections:

B1: Lead/Prospect Summary Sheet. A copy of this form must be

completed for each Lead or Prospect within the acreage that the

Applicant has identified, together with an assessment of Risks and
Reserves for each Lead/Prospect and whether it is ready to be drilled

or still needs further evaluation.

B2: Work Programme Summary Sheet. This form must set out the

Applicant's proposed Work Programme within the acreage.

B3: Supporting technical information. The Applicant must show how it
has applied technical expertise to the available data to arrive at its
assessment of the prospectivity of the area applied for, and present its
technical case that its Work Programme represents the best way to
explore for the petroleum resources (or to develop known resources) in

the acreage.

B4: Operator competence and technical capacity. The Applicant must
support its case that it is competent to operate on the acreage that it is
applying for. This will include demonstrating adequate levels of
expertise, including training provided to technical staff in the three year

period before the licence application.

22

Department of Enterprise, Trade and Investment
Petroleum Licensing in Northern Ireland - Guidance for Applicants



3.9

3.10

e Bb5: Declaration. To be completed by an authorised officer of the

nominated operator.

20. Parts B1 and B2 should be submitted in the approved form and, when

completed, should be attached to the Application Form.

21. The supporting technical information and operator competence and
technical capacity sections of Appendix B will contain geotechnical supporting
information and will be compiled according to the Applicant’s own judgement.
However, necessary restrictions on content and quantity which have been

imposed by DETI should be complied with.

ENVIRONMENTAL AWARENESS

22. DETI does not lead on environmental protection in Northern Ireland but
insists that Applicants for Petroleum Licences should be expected to
demonstrate an awareness of environmental issues and regulatory

requirements.

23. Applicants must submit as part of their application an Environmental

Awareness Statement (Appendix C).

ADDITIONAL SUPPORTING INFORMATION

24. Applicants must provide information on Corporate Structure as required
by Section 5.3.4 of this Guidance.
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4.1

HOW AND WHEN TO SUBMIT THE
APPLICATION

DELIVERY REQUIREMENTS, OPTIONS AND TIMING

1. All applications must be made in accordance with Section 3 of this

Guidance.

2. Completed applications must be received at the address shown in

Contacts, Section 6.

3. Applications may be submitted in the following manner and, subject to the

restrictions specified, at any time:

e Delivery by hand. DETI will receive hand-delivered applications at the
address shown in Contacts from Monday to Friday between the hours
of 9.00am and 5.00pm. DETI will not accept such applications at any

other time or place.

e Delivery by post. DETI recommends use of registered mail, clearly
marked for the attention of the Minerals and Petroleum Branch at the
address in Contacts. DETI will accept postal applications at any time up
to a closing date specified in any Notice in the Official Journal of the
European Union or, where no closing date is specified, at any time in

the normal course of post.

4. An application (which is full and complete in every respect) is made on the
date that it is received by DETI. DETI will refuse incomplete applications,
including where any required signatures are absent or inappropriate or the
application fee has not been received. If refused applications are
resubmitted, the date of the application will be the date on which the
resubmitted application (which is full and complete in every respect) is

received.
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4.2

5. Applications made on or before 5.00pm on the 27 August 2010 will be
treated as having been made on the 27 August 2010 and will be considered
together. Applications for acreage onshore Northern Ireland excluding the
internal waters made on or after 30 August 2010 will be considered on a 'first

come, first served’ basis.

6. Applications made on or before 27 August 2010 will not be checked or
considered for completeness by DETI prior to 27 August 2010. It is the
responsibility of Applicants to ensure that the application is made in
accordance with Section 3 of this Guidance and is complete, including

submission of all required documentation and the appropriate application fee.

7. Should the internal waters become available for Petroleum Licence
applications, specific timings for any such application will be specified in the

relevant Notice in the Official Journal.
FORMAT OF APPLICATION DOCUMENTATION

8. DETI prefers all material to be at A4 size for ease of handling it (although
can accept A3, folded in half, if necessary). This applies equally to material
provided on CD-ROM because DETI may wish to print documents for internal

use, so please set up your printable documents for A4 printing.

9. Where approved forms are made available by DETI, these must be used by

all Applicants,

10. Applicants will wish to provide material that they consider best supports
their application, but it is also in their interest to make the material as concise
as possible. On the Application Form, the Applicant can add more rows to a
table (for example, to make space for all of a company’s directors), but the

layout of Parts B1 and B2 of Appendix B should not be altered.
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11. Any Appendices that are on paper should be in loose-leaf folders or ring
binders (no spiral binders). Copies of the Application Form should all be

contained in a single clearly marked A4 envelope.

4.3 CD-ROMS

12. DETI requires one paper copy and one CD-ROM copy of all forms and
documentation. The Application Form and Financial Capacity Form must be
submitted on paper with original signatures. CD-ROMs must be in a format
compatible with DETI's own systems. Currently DETI uses Microsoft Office
2003, Microsoft Internet Explorer 6, Arc GIS 9.3 and Adobe Acrobat Reader 8.
No password-protection or encryption, please. Applicants are advised to
contact DETI for up-to-date advice on software versions in use at the time of
application. Each Form to be submitted on CD-ROM must be submitted on a
disk of its own (for example, Applicants should not put a Technical Information
Form and an Environmental Awareness Statement on the same disk); and

each disk must be labelled clearly as set out under ‘Labelling’.

4.4 LABELLING

13. Each Form must be clearly labelled with the area being applied for and the
name of the proposed operator. A Financial Capacity Form must also be
labelled with the name of the Applicant or Licence Partner to which it relates.
Where supporting information is separate from its Form, it too must be clearly

labelled. This applies equally to paper and to CD-ROM submissions.

4.5 PAYING THE APPLICATON FEE
There is an Application Fee of GBP 1,000 which DETI can accept electronically

or by cheque

14. Domestic payments can be made by one of two methods:

e by BACS to: DETI Northern Bank, cash account no. 60088994 sort
code 95-01-21;

e by cheque, crossed A/C payee only and made payable to the
Department of Enterprise, Trade and Investment.
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Overseas payments should be made using the SWIFT payment system.

Payments should be in sterling, quoting:
e |IBAN Number: BIC:DABAGB2B

e Swift (BIC) Number: GB20 DABA 9501 2160 088994.

15. Use of BACS or SWIFT may incur a handling charge.
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ASSESSMENT OF APPLICATIONS

5.1 HOW DECISIONS ARE REACHED

This section explains how DETI determines an application for a Petroleum Licence. It

also sets out how DETI deals with competing applications for overlapping acreage

which are received (or treated as received) at the same time and sets out the
Transitional Process which will apply in the event of competing applications for a

formerly licensed area where one of the Applicants is a former licensee.

DETI’'s policy objective is to maximise successful and expeditious exploration and
exploitation of Northern Ireland’s oil and gas resources, and all decisions will be
made in pursuit of that policy. The Petroleum Production Act (Northern Ireland) 1964
gives DETI discretion to decide whether or not to grant a Petroleum Licence and, if
so, to whom and on what conditions. DETI has full discretion to make decisions on
applications for Petroleum Licences, but will make them in line with published
policies, objectives and criteria. DETI is also entitled to refuse to grant a Petroleum
Licence, but must ensure that, in doing so, it does not discriminate unfairly between

one Applicant and another.
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DETI's assessment process comprises two classes of assessments, financial and

technical.

The financial assessments are (i) the financial viability assessment and (ii) the
financial capacity assessment.

The technical assessments are (i) the operator competence assessment, (ii) the

technical capacity assessment, and (iii) the exploration activity assessment.
As part of the exploration activity assessment, DETI will assess:

e the quality of the work that Applicants have already done in selecting

an area to apply for and assessing its prospectivity;

the Applicant's evaluation of the data and information to generate valid

prospectivity (prospects and leads); and
e the Applicant's proposed Work Programme.

DETI will also assess whether Applicants possess an adequate level of awareness

and competence in relation to environmental protection.

All the assessments will result in either a "Pass" mark or a "Fail" mark except for the

exploration activity assessment which will be marked against the predefined Marks

Scheme (Annexe 2).

5.2 FINANCIAL VIABILITY ASSESSMENT

1. Applicants are given a "Pass" or "Fail" for this assessment.

2. An Applicant (and each constituent company in a multi-party Applicant) that

meets the following criteria will be deemed to be financially viable:
e positive Total Net Assets (Shareholders’ Funds);
e a Current Ratio of 1.00 or better; and

e Net Gearing of 75% or less.

29

Department of Enterprise, Trade and Investment
Petroleum Licensing in Northern Ireland - Guidance for Applicants



5.3

3. For the purposes of this process:

e Current Ratio = Current Assets/Liabilities Falling Due in Less Than 12
Months; and

o Net Gearing = Total Debt Less Cash and Bank Balances/Shareholders

Funds (expressed as a percentage).

4. A company with a deficit of Total Net Assets (Shareholders’ Funds) must
demonstrate that the deficit is fully funded (for example, by a corporate
parent, directors’ or shareholders’ loans, commercial debt or other lines of

credit), and must produce evidence of the funding.

5. A company with a Current Ratio less than 1.00 must demonstrate that its
working capital requirements are financed by adequate short term funding
arrangements (for example, by a corporate parent, bank overdrafts, directors’
loans, etc.), and must produce evidence of the funding. Arrangements with
trade or other creditors are not acceptable because they often imply that an

Applicant is in financial difficulty.

6. A company with gearing above 75% must demonstrate that it will be able to
service the debt, that is, that it can meet the interest payments and any
agreed capital repayment schedule. DETI expects this to be demonstrated by
the debt repayment schedule and a cash flow forecast. If the loans have no
fixed redemption date, as is often the case with loans provided by a corporate
parent or company directors, DETl can accept a written statement to this

effect.

FINANCIAL CAPABILITY ASSESSMENT

7. Applicants are given a "Pass" or "Fail" for this assessment.

8. Applicants submitting a two-part Work Programme with a Drill-or-Drop
Commitment need only meet DETI’s financial capacity criteria for Part | of their
Work Programme before a Petroleum Licence is granted, though they may be
awarded higher marks under the Planning and timing section of the Marks

Scheme if they demonstrate financial capacity in respect of Part 11 of the
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work programme also. Remember though that financial capacity will have to
be demonstrated for Part Il of the Work Programme before the ‘break point’ or
the Petroleum Licence will automatically terminate - the effect therefore is
only to defer financial checks, not waive them altogether. The financial checks

will be those in force for new applications at the time,

9. DETI requires that each Applicant (and each constituent company in a
multi-party Applicant) must demonstrate adequate financial capacity to fund
its share of the proposed Work Programme as well as all of its existing
commitments (including contingent commitments, Drill-or-Drop Commitments
and Firm Commitments) in Northern Ireland and in other countries where it
has a stake in licences. For these purposes, an Applicant’s total funding
requirements will be the sum of its existing capital commitments and its share

of the costs associated with the sum of licences it is seeking to acquire.

10. The form to be completed is Appendix A. It relates to a single company, so
each company in a multi-party Applicant must provide its own Appendix A and
supporting financial information. The ‘Financial Capacity’ and ‘Expenditure
Profile’ sections are to be entered into the Appendix A form, while the
‘Corporate Structure’ is to be added as an attachment. These are all

described in more detail in the following sections of this Guidance.

11. If an Applicant will be relying on the financial support of a corporate
parent, DETI will require an Appendix A covering the corporate group as a
whole. This must be submitted in addition to the Appendix A from the

Applicant company.

12. As part of the assessment of an Applicant's Financial Capacity, DETI
requires evidence that an Applicant can fully cover the estimated cost of all
Firm Commitments. The way in which an Applicant can demonstrate its
capacity will vary from one case to the next, depending especially on the

Applicant’s size:

e Many oil companies are so big that their net worth alone is sufficient
assurance that they will be able to raise funding where necessary, or

can fund the work from their own internal resources. In these cases,
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DETI will generally be satisfied by evidence that the company’s net
assets are significantly greater than the estimated cost and existing
commitments, and will not need to consider specific funding

arrangements.

e A company whose net worth is not significantly larger than the
estimated cost of its proposed commitments will have to prove its

capacity by reference to specific funding arrangements.

13. DETI recognises that funding arrangements are infinitely varied and does
not want to be prescriptive in this respect. However, some of the ways funding

deficits can be met include:

e Issue of additional share capital: Provide details of the proposed share
issue, together with documentary evidence that (a) the funds are
available and have been irrevocably committed to the share issue by
the investor(s), or (b) the share issue has been
guaranteed/underwritten by a recognised financial institution or stock
brokerage (future share issues will not be acceptable without such

evidence).

e Parent company loan/guarantee: the guarantee provided by the parent
company should be in a form acceptable to DETI, and the parent

company's group (consolidated) financial position must be satisfactory.

e Directors’ loans confirmed in writing (the company must satisfy DETI
about the directors’ ability to make such loans from their private

resources).

e Loans from banks or other financial institutions: if evidenced by a loan
agreement signed by all parties. Loan agreements that have been
made conditional upon the grant of the Petroleum Licence are
acceptable, but letters of intent from a bank or other financial

institution are not.

e Future cash flows from existing assets where those assets have proven

reserves and are in production. Speculative cash flows, for example,

32

Department of Enterprise, Trade and Investment
Petroleum Licensing in Northern Ireland - Guidance for Applicants



where assets are not in production and where production is not

considered imminent, are not acceptable.

14. If the Applicant company, or the corporate group to which it belongs,
intends to fund the proposed Work Programme from future cash flows from
assets that are currently in production, DETI will require detailed financial
projections for a period of not less than five years. As a minimum, these
projections should comprise cash flow forecasts for both the Applicant
company and consolidated cash flow forecasts for any corporate group to
which the Applicant company may belong. Any assumptions made in the

compilation of these forecasts should also be provided.

15. A company must demonstrate adequate financial capacity for all of its
applications at the time the applications are made. DETI is not able to defer
the financial capacity assessment to give the Applicant additional time to put
adequate funding arrangements in place once the application has been
made. Companies should not knowingly make more applications than they

can comfortably demonstrate funding for.

16. Where DETI is otherwise minded to offer several Petroleum Licences, but
the Applicant has only demonstrated its financial capacity for some and not all
of them, DETI will offer those Petroleum Licences that are adequately covered.
Where there is a choice (that is, Licence A or Licence B but not both), DETI will

be guided by the applicant’s preference as indicated in its applications.

17. Please note that where funding is to be supplied by somebody other than
the Applicant (for example, by a parent company), the burden of proving
financial capacity is logically shifted to that other party. In such a case, DETI
cannot consider an application if that other party refuses to divulge the

financial information that DETI requires.
5.3.1 FINANCIAL CAPACITY QUESTONNAIRE - APPENDIX A, PART A2

18. To enable DETI to carry out the financial capacity assessment, each
Applicant or, for a multi-party Applicant, each Licence Partner must complete
the Financial Capacity Questionnaire at Part A2 of Appendix A, using separate

sheets if necessary.
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19. Each company is required to demonstrate its financial capacity to fund the

Work Programme (or, where applicable, its share) and must include:

e any financial information for the latest accounting year (with profit
forecasts if available) that is not included in the accounts included with

the application;
e the total of existing capital commitments; and
e Dbrief details of any contingent liability that is likely to materialise.

20. The information should assume expenditure and liabilities on all of the
company’s current activities, and also assume that all the Applicant’s current

applications are successful.

21. The data provided in column (2) of the Financial Capacity Questionnaire
should, as appropriate, reflect information taken from the latest annual
accounts and the best available estimate of the aggregate liability arising from

all applications made.

5.3.2 CAPITAL COMMITMENTS - APPENDIX A, PARTS A3 & A4

22. At Part A3, each Applicant (and each constituent company in a multi-party
Applicant) must detail the Firm and Drill-or-Drop Commitments associated
with all Northern Ireland Petroleum Licences in which they currently have an

interest.

23. At Part A4, each company must state its existing commitments (including
contingent, Drill-or-Drop and Firm Commitments) under similar licences in

other jurisdictions (DETI does not require a breakdown).

24. Any company which fails to declare known licence commitments may be

eliminated if it transpires that the omission would have made a material

difference to DETI’s assessment of the financial position of the applicant.
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5.3.3 EXPENDITURE PROFILE - APPENDIX A, PART A5

25. Each Applicant must show its Planned Expenditure Profile for the Work
Programme in the application, showing the Applicants’ total expenditure and,
for a multi-party Applicant, each Licence Partner must show its own share of
that expenditure in each year of the Licence’s Initial Term. For Drill-or-Drop
Applicants, only the years relating to Part | of the Work Programme need to be

completed.
26. Each Planned Expenditure Profile should include:
e Name of company
e Name/ Description of Area
e Name(s) of Licence Partner(s), in the case of a multi-party Applicant

e Expenditures: show the Applicants’ total expenditure during the
exploration phase? and, in the case of a multi-party Applicant, each

Licence Partner’s share of that total expenditure.

5.3.4 CORPORATE STRUCTURE

5.4

27. Each Applicant (and each constituent company in a multi-party Applicant)
must give details of the corporate structure of the group of which it is part,

including a diagram.

28. If the company is a subsidiary3 of another company, it must also give its
parent’s place of incorporation, principal place of business and company

registration number.

TECHNICAL ASSESSMENT - DECISION PROCESS AND CRITERIA

29. The technical assessments are:

e the operator competence assessment;

2 In each of the five years of the Initial Term of the Licence or in each of the years of Part 1 of the Work
Programme in the case of a Drill or Drop Commitment.
% As defined in section 1159 of the Companies Act 2006.
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e the technical capacity assessment; and

e the exploration activity assessment.

30. DETI will carry out its technical assessment of an Applicant against the
technical information provided by the Applicant in Appendix B to its

application.

341. The Applicant should present information in whatever form it considers
best illustrates its competence, capacity and plans for the acreage and the
rationale behind them. DETI does not need a lot of back-up data about
previous experience, unless it is directly relevant to the current application. A
fit-for-purpose application should normally be less than 30 pages long,
including displays (relevant maps and seismic sections indicating well ties,

where appropriate).

5.4.1 OPERATOR COMPETENCE

32. DETI will assess the competence of the proposed operator of an Applicant
including the technical competence of staff. This will give a "Pass" or "Fail"
mark for the Applicant. DETI will only issue a Standard Petroleum Licence to
an Applicant whose operator is competent to supervise and manage the Work
Programme including drilling operations, or to a group that includes an
approved operator. This would usually be an exploration operator (see

‘Landward Exploration Operator’ for further guidance about the information to

be included in the application).

33. For a Petroleum Licence with a Drill-or-Drop Commitment, an Applicant
does not have to demonstrate that it has operational competence to
supervise and manage drilling operations. However, DETI will expect an
operator to be nominated and that this operator will be competent to
supervise and manage Part | of the Work Programme. Applicants must
nominate an operator who is competent to supervise and manage Part Il of
the Work Programme, including drilling operations, at the relevant Break
Point, and the Petroleum Licence will automatically terminate at that time if
DETI is not satisfied. The effect is to defer these checks, not abandon them.

The checks will be those in force for new applications at the time.
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34. DETI will not approve any actual operations by the licensee until there is

an approved operator.

35. DETI will consider the approved operator to be the contact point for

communications between DETI and the licensee unless otherwise notified.

36. DETI accepts that some elements of an Applicant’s competence may not
be in place at the application stage. For example, some posts may not be filled
at the moment of application, which may occur months or even years ahead of
any need for them. Nevertheless, an Applicant will have to convince DETI that
it knows what structures and skills are needed and that it has a management

team capable of delivering them.

5.4.2 TECHNICAL CAPACITY

37. DETI will need to be satisfied that the Applicant has sufficient technical
resources to carry out its duties under the Work Programme and its other
obligations under a Petroleum Licence if granted. This capability need not all
be ‘in-house’ - the use of consultants and sub-contractors to fulfil these
requirements is acceptable - and DETI also recognises that these contracts
will not necessarily be in place at the time of application. However, the
Applicant will need to demonstrate that it has the expertise and resources to
manage the specified Work Programme. For larger companies, it is expected
that most of the resources will be available ‘in-house’, whereas a very small
company with little experience should expect to come under greater scrutiny
and have to provide more information than an established operator with a
proven track record. This assessment will result in a "Pass" or "Fail" mark for

an Applicant.

38. In completing Appendix B, the Applicant will need to provide DETI with:

e Details of previous experience of supervising, managing and

undertaking the activities in the proposed Work Programme;
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Lists of (a) the skills that exist in-house and (b) the skills to be
contracted, including, where possible, named personnel with their

role, qualifications and experience; and

scope of relevant insurance coverage.

5.4.3 EXPLORATION ACTIVITY ASSESSMENT

39. In carrying out the exploration activity assessment, DETI will assess:

the quality of the work that Applicants have already done in selecting

an area to apply for and assessing its prospectivity;

the Applicant's evaluation of the existing data and information to

generate valid prospectivity (prospects and leads); and

the Applicant's proposed Work Programme.

40. DETI's assessment is based on the information provided by the Applicant

in Appendix B (technical work done and Work Programme) of its Application.

For the area applied for, the application should include a detailed description

of:

the data coverage (map and table summarising amount and type) and
how this was utilised in the analysis; for seismic data please enclose
lists and maps showing the areas of seismic coverage (full fold) utilised

in the application;

the analysis performed (including details and results of any re-
processing and interpretation of data) and the overall prospectivity
potential (or lack of) identified within the application area and its

relationship to the regional geology of the area;

the identity and analysis of new play concepts, leads and/or prospects

in the acreage, together with predicted reservoir performance and
reserve information (including risk/chance of success); also, if
applicable, include appropriate consideration of potential commercial,
infrastructure and outline economic analysis if existing discoveries are

being considered for further a